This paper uses the second phase of the Russian Longitudinal Monitoring Survey to investigate the changes in expenditure inequality and instability in Russia between the autumn of 1994 and the autumn of 1998.
Non-technical summary:
This paper investigates the changes in expenditure inequality and instability between of 1994 and of 1998, using the Russian Longitudinal Monitoring Survey. Although the expenditure distribution has remained stable in spite of the economic and political turmoil Russia has been going through, the individual household's expenditure has been quite unstable. The measured level of expenditure mobility is very high, suggesting that expenditure instability is also high.
While mobility is often viewed as favorable, high instability may affect the incentives of Russians to support economic reforms, to acquire human capital, and to undertake entrepreneurial activities.
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There is little doubt that the transition from a centrally planned economy to a market economy in Russia affected the lives of many. It was recognized early on that privatization could benefit certain people more than others, and that macro-economic adjustments would be borne more heavily by some groups (Atkinson and Micklewright, 1992) . This raises a number of questions:
how did the transition affect inequality; were households and individuals able to take advantage of new opportunities; who was left behind? This paper looks into inequality and mobility in Russia in years following the advent of the transition. The data used in this paper span the time period from the fall of 1994 to the fall of 1998, when the initial effects of the 1992 privatization and price liberalization are likely to have faded and the market economy had a chance to take root.
I find that the emergence of a market economy in Russia does not imply high inequality levels.
After an initial increase in inequality, the trend of increasing inequality, measured in terms of household expenditure, slowed and even reversed between the fall of 1994 and the fall of 1998.
Although the household expenditure distribution changed its shape only modestly, the position of the households in the expenditure distribution changed dramatically. Households experienced considerable fluctuations in their expenditure, with over 60 percent of the population's expenditure either more than doubling or falling to less than half their previous levels. While such high fluctuations may indicate that even in Russia there is a chance for an American dream, it may as well be a sign of a high instability. The high instability may affect the incentives of Russians, who seem to be caught in the game of Russian roulette, to support the economic reforms, acquire human capital, and undertake entrepreneurial activities. This paper is organized in five sections. The first section offers a brief literature review. The following section discusses the data and main welfare indicators I used. Section three provides an overview of the levels and changes observed in equivalent household expenditure. Section four examines the issue of household mobility (instability) within the expenditure distribution.
Section five concludes.
Previous Contributions
Although some level of inequality existed prior to the economic reforms, income distributions in communist countries were among the most equal in the world (Milanovic, 1998 ). Milanovic (1999 attributes the increase in inequality to changes in composition of employment -the statesector middle class moves into either the 'rich' private sector or the 'poor' unemployed sector. Ferreira (1997) lists privatization of public assets, development of new markets for privately provided substitutes to public services, and changes in the returns on different skills as the main reasons for the observed increase in inequality.
The increase in inequality during the first years of transition is well documented. While most of the literature deals with income and wage inequality, recent contributions investigate household consumption inequality and dynamics. Flemming and Micklewright (1997) reported that the wage decile ratio tripled in only three years, increasing from 3.3 in 1992 to 10 in 1995. Based on official statistics, the Gini coefficient for the Russian wage bill increased from 0.22 in 1989 to 0.5 in 1996. Findings based on the Russian Longitudinal Monitoring Survey (RLMS) suggest that the rise in wage inequality for full-time workers measured by the Gini coefficient and the decile ratio was even greater, with the former measure increasing from 0.42 in 1992 to 0.51 in 1996, and the latter increasing from 7 to 13 during the same period (Yemtsov and Lokshin, 1999) . While it is evident that the increase in inequality was substantial, few attempts have been made to measure the precision of these numbers. The majority of studies utilized cross sectional data for their inquiry which do not distinguish between permanent changes in well-being and transitory shocks to which some of the reported increases in inequality may be attributed.
Two recent papers use the RLMS panel to address the question of expenditure inequality. Both papers address the large fluctuations in expenditure in Russia. Giles (2000) reports real per capita consumption became more unequal between 1994 and 1996, but that measured inequality fell substantially between 1996 and 1998. Giles investigates the correlation between the external aggregate shocks to the household and per-capita household consumption, and finds that the consumption of the households with household head employed in the private sector is not as correlated with the aggregate shock as the consumption of the households with a head employed in the state or employee-owned firms. Luttmer (2000) demonstrates that accounting for noise in the data significantly reduces the measures inequality. While individuals face much uncertainty, half of these fluctuations in expenditure reflect transitory shocks or measurement error. The contribution of this paper to the ongoing debate on the dynamics of inequality in Russia is an emphasis on the mobility and instability of expenditures among Russian households. The results suggest that the level of instability in economic well-being, measured by household expenditure, is very high, and cannot be explained by characteristics of the household.
Data
The data for this study come from the Russian Longitudinal Monitoring Survey (RLMS) 1 the Russian population. This paper uses rounds 5 through 8 from Phase II of RLMS. The individual rounds sampled 3,763 households in 1994, 3,560 in 1995, 3,562 in 1996, and 3,622 households in 1998. This yields a sample of 2,390 households present in all four rounds. The analysis is performed on the individual rounds as well as on the sample restricted to households interviewed in all four rounds (hence forth referred to as balanced panel The main measure of economic well-being used in this paper is the logarithm of real monthly consumption expenditure excluding expenditure on durable goods but including that on home production. The expenditure is adjusted for household size using an equivalence scale 2 of 0.75.
The focus on household expenditure is only partly due to the notion that household expenditure is a better proxy for household resources than income and wages. The turbulent times in Russia during the period covered with the data increased the importance of informal economic activities and income from these activities is unlikely to be reported truthfully 3 . Income from wages constitutes only a third of the total household income in all four years. Further, there has been a remarkable expansion of wage arrears: the share of workers affected increased from over 10 2 The adult equivalent expenditure is defined as
There is hardly an agreement on which value of theta one should use. Milanovic and Jovanovic (1999) estimate the theta to be 0.62, close to the value of 0.5 reported by Frijters and van Praag (1994) and 0.42 reported by Ravallion and Lokshin (1996) . The analysis was repeated for per capita household expenditure (theta equal to one), and the results did not differ in any significant way. 3 The household income in all four rounds was only 75 percent of household expenditure, which points to the possibility that the household income was under-reported. percent in 1993 to over 60 percent in 1998, with only 25 percent of the working population receiving their full wages on time (Yemtsov and Lokshin, 1999.) The expenditure survey was part of the RLMS household questionnaire, which includes information about the purchases of a specific good, the quantity of the purchase, and the amount paid. The reference period is different for different categories of goods: For food expenditure, the reference period was one week prior to the survey; for services and utilities it is one month prior to the survey; and for shoes and clothes, and durable goods and home production it is three months prior to the survey. Assuming that the expenditure is uniformly distributed throughout the reference period, total expenditure was calculated by a summation of all the categories, and using the appropriate weights (4.2 for food expenditure, and 0.33 for durables, shoes and clothes.) Between 1996 and 1998 however, share of food decreases by over 5 and durables by 5 percentage points, the share of home production increased by 6 points. Expenditure on services marked a modest one-percentage point increase, while the share of luxuries remained stable in the same period.
As in any panel data set, the RLMS suffers from the pitfalls of sample attrition. The University of North Carolina website reports that households with better economic positions and households in urban areas are more likely to drop out of the sample. The basic characteristics of the households and household heads for the balanced panel (households present in all four rounds) and for individual rounds are presented in Table A1 in the appendix.
The attrition rate is high, over 32 % of the households who are present on three or less individual rounds are not in the balanced panel. Households from the early rounds that were not present in the same dwelling in the later rounds were not followed, which explains the high attrition rates in the first two rounds. The panel has been replenished in rounds seven and eight, which accounts for the high attrition in the last two rounds. At the same time, households that were not in the earlier rounds, but were living at the address of the household that was in the sample are simply added to the sample. Comparing only the last two rounds of the RLMS, Ravallion and Lokshin (2000) report that the households that were re-interviewed in 1998 tended to have slightly higher expenditure per-equivalent-adult in 1996, more household members, and were more likely to reside in rural areas. They speculate that the attrition may be non-random in a sense that the poorest households are the one leaving the sample.
A simple comparison between the household characteristics for the balanced sample and the individual rounds indicates that the households from Moscow and St. Petersburg are indeed more likely to leave the sample. The share of household heads with higher education is significantly higher in the individual rounds. If the attrition is non-random, the results obtained using the balanced sample may be biased. In particular, if the households with better economic position are leaving the sample, the right tail of the expenditure distribution is likely to be underestimated.
For that reason the next section of this paper, which assesses the changes in the expenditure distribution, uses both individual rounds and the balanced panel.
Expenditure Distribution and Shocks
Based on the economic situation in Russia during the period covered by the data, one would expect that household welfare was depreciating at a relatively stable rate prior to the crisis, and decreased significantly in the fall of 1998. Adult equivalent household expenditure decreased by more than 17 percent annually between 1994 and 1996. In 1998, expenditure contracted by almost 30 percent. Between the fall of 1994 and fall of 1998, the mean (and median) expenditure dropped by about 64 percent. This decrease of the mean log equivalent adult household expenditure (LEAHE) is depicted in Figure 1 , which plots distribution of the log equivalent adult expenditure in 1994 through 1998. Figure 2 plots the expenditure distribution centered at zero. It appears that in spite of the sharp decline in mean expenditure, the shape of the distribution changed modestly. Table 2 reports the mean, median, log mean and variance, Gini coefficient, and major percentile ratios for real equivalent expenditure for individual rounds and balanced panel (Table A2 in Appendix reports the statistics for the Per Capita Equivalent Household Expenditure as a part of sensitivity study).
In order to add measures of precision, the bootstrapping method is used to compute the corresponding standard errors. These standard errors may be understated as the estimation technique ignores the sample clusters. Nevertheless, with due caution these standard errors can provide a good idea on the accuracy of the estimates. 1994 1995 1996 1998 Using Lorenz curves to compare the distributions, we find that the distribution of LEAHE exhibits greater inequality than in 1994, with the curve for 1995 below the curve for 1994. The distribution of LEAHE for 1996 (1998) is more equal than the one for 1995 (1996) . Finally, comparing the beginning and the end of the period we cannot say with certainty which distribution carries more inequality since the Lorenz curves cross 5 . Based on the individual rounds, the Gini coefficient suggested that inequality remained roughly the same between 1994 and 1998. Gini coefficient increased from 0.48 to 0.49. There has been movement of the 10 th and the 90 th percentile relative to the median. Between 1994 and 1998 both the left and right tail of the distribution became more prominent, with more spread in the left tail. Focusing only on the beginning and the end of the period, the 75 th and 25 th percentiles relative to the median remained remarkably stable given the severity of the financial crisis that occurred in the fall of 1998, only a few of months before the data was collected. Since the remaining discussion in this paper relies on the household in all four rounds of the RLMS, it is important to understand how does the attrition affect the results. The results based on the balanced sample show lower inequality, with Gini coefficient of 0.44 at the beginning and at the end of the period, while the log variance shows a very modest increase in inequality 6 . Both tails of the distribution are more prominent in individual rounds than in the balanced panel, but the 90 th to 10 th decile ratio is especially underestimated when using the balanced panel. In 1998, the ratio was 8.03 when using individual rounds and only 7.3 in the balanced panel. Figure A2 plots the probability density kernel estimates for each individual year for the balanced panel and individual rounds.
Even though the expenditure distribution appears to be stable, the changes in equivalent expenditure at the household level are quite dramatic. Table 3 As Ferreira (1997) suggested, individual's skills and use of certain public services should be able to predict (the direction of) if the individual is likely to improve or lose his economic status. In order to show if the fortunes of the household were related to their demographic characteristics and individual characteristics of the household heads, a regression of year-to-year change in the log real equivalent expenditure on a set of dummy variables depicting the characteristics of the 6 Although these findings may appear contradictory, different inequality measures are more sensitive to inequality in different parts of the distribution. If inequality in one part of the distribution (say the bottom tail) increases while it decreases elsewhere (say the top tail), it is quite possible for different inequality statistics to give different results. 7 The actual distribution is calculated in logs, and then translated into percentage change. The log shock distribution plot is given in Figures A3a and A3b in Appendix.
household and household's decile position in 1994 (the reference year) is used. Following Ferreira's context, education of the household head is used as a proxy for skill, while a group of regional and settlement type dummy variables serve as proxies for access to public services. The decile position in reference year is included to account for the fact that those in the left tail of the distribution are more likely to experience gains, while those in the right tail are more prone to losses. The results for the 1996 to 1998 difference are added, since these results have potential to shed light on the characteristics of the households that might have caused gains or losses after the 1998 crisis. The results of this exercise are given in the Appendix (Table A3 ). There appears to be some evidence in support of Fereira's proposition that individual skills are a good predictor of the change in economic status during the transition. The only individual characteristic significant in all regression equations is a dummy variable for whether the household head obtained higher education. Households with a highly educated household head experienced gains compared to those headed by a head with inferior education. The age of the household head, as well as the household composition, is not significant. Households that did not reside in metropolitan areas (Moscow and St. Petersburg) experienced higher losses when compared to Moscow and St. Petersburg residents, suggesting that residents of metropolitan areas have better access to public services. Regional dummies are significant (all but Ural in the last specification) at the 10 percent confidence level. This, however, does not imply that the demographic characteristics of the household explain much of the change in expenditure. As we shall see, the regression to the mean is the main force behind the results. Once the decile position in the reference year is accounted for, the explanatory power of the demographic characteristics is very low. The variation in household characteristics explains less than 4 percent of the variation in the estimated residuals from regression of year-to-year change on decile position in the reference year.
Although these fluctuations in economic fortunes appear to be enormous, many of these changes might reflect transitory events that do not affect underlying well-being. Moreover, much of the fluctuation may not reflect real events but simply measurement error in the data. Luttmer (2000) reports large temporary shocks in the Russian economy. Luttmer used a model that describes the expenditure as a sum of an underlying level (which evolves subject to a common trend and a persistent shock) and a transitory shock. The persistent shock is persistent in the sense that it persists for at least two periods. This model allows for decomposition of the change of the expenditure (expenditure "shock") on persistent and transitory shocks. Using the same data set used in this paper, Luttmer estimates the transitory shock to constitute 86 percent of the total shock in expenditure, and 90 percent in income. For example, a Russian household who once earned 2,000 Rubles per month and whose income increased to 3,000 Rubles in the current month should expect their income to fall back to 2,100 Rubles in the same month one year later. Only 10 percent of the shock will persist, while the remaining 90 percent of the gain will disappear.
Expenditure Instability
This section concerns itself with changes in households' position in the adult equivalent expenditure distribution over time. Even though the stability of the expenditure distribution may suggest the overall levels of well-being were maintained over the four years covered with the survey, it may also mask significant movements of individual households within the distribution.
As demonstrated above, the changes in the expenditure level over the period were quite dramatic.
The question is whether these changes are implying high levels of expenditure mobility or expenditure instability.
Most of the literature uses the data from the developed economies to address issues of mobility within the distribution, and are based upon the premise that income is a measure of well-being.
In a developed economy with competitive and dynamic labor market and established social safety nets, movement within the distribution is viewed as favorable sign of mobility. In a country with little stability in any aspect of political and economic life, the same movements can be viewed as a sign of instability, especially if they are large and appear to be random. A high level of instability in economic well-being can generate potential political behavior that weakens the government's commitment to promote the economic reforms.
I will assess the movement of households within the expenditure distribution using several different approaches. First, I will use the method described by Welch (1999) to construct adjacent year changes in the percentile of the expenditure distribution. The second approach decomposes the variation in the expenditure into permanent and transitory components, and uses the share of the permanent component in total variation as a mobility-instability-measure. The third way is to compute Shorrock's Index R for the four different measures of inequality (Gini coefficient, Square of Coefficient of Variation, Theil Index, and Theil Entropy Index), and see how it changes as we extend the accounting period. Finally, the changes of households' position in the expenditure distribution are analyzed using transition matrices. In this part of the paper only the balanced panel will be used, since it is essential to observe households at multiple points in time.
Adjacent year changes
This approach enables us to see how, on average, the percentile position of the household Gittlerman and Joyce (1996) use the share of permanent in total variation (correlation coefficient ρ) as a mobility (instability) measure. A low positive correlation coefficient implies that households experienced substantial changes in their relative positions within a given expenditure distribution, and can be viewed as evidence of a high degree of short-term expenditure instability.
The share of permanent in total variation
Households may have a difficult time attempting to maintain their economic status. On the other hand, as Gittlerman and Joyce point out, the low correlation coefficient may also be interpreted as an indicator of high expenditure mobility, which may be viewed as favorable because it connotes the opportunity to change one's relative economic position. In order to isolate the transitory component (including measurement error) in expenditure, I use the methodology described in Gottschalk and Moffit's 1994 and 1995 papers. Gottschalk and Moffit (1994 Derivation of the transitory and permanent components is explained in detail in the Appendix.
The results of the decomposition above are reported in Table 4 . I find the variance of the transitory component to account for 60.3 percent of the total variance of the log equivalent expenditure 8 . The decomposition was also performed on three alternative definitions of the expenditure: total expenditure including expenditure in durable goods, food expenditure only, and food expenditure and home production. The share of the transitory component for food expenditure and food expenditure with home production is higher -67.8 and 69.3 percent respectively. It is clear that not accounting for transitory component leads to overstating the measured inequality. . The number of rounds available in the RLMS does not allow for comparison between two sub-periods, therefore whether the degree of instability is higher or lower than it used to be cannot be determined, and simple comparison with 8 Gottschalk and Moffit report the transitory variance to be 34 percent of the total variation of annual income for both 1970-78 and 1979-87 sub periods. 9 Gittleman and Joyce report the mean correlation coefficient of over 70 percent for the CPS Matched earnings data.
developed countries would not do justice to the Russian economy. Yet, such a low value for the correlation coefficient suggests a high expenditure instability rather than mobility.
Shorrock's Index R
It is common to measure inequality in living standards by inequality in income or expenditure across households in a given month (see Shorrocs, 1978 among others). Both income and expenditure are only imprecise measures of the living standard of a household, and could be misreported or could reflect transitory even. The inequality in measured income or expenditure will exceed the inequality in underlying living standards. Perhaps the most intuitive way to reduce the role of transitory events and measurement error is to examine inequality in average income and expenditure (Shorrocks, 1978) . Together with idiosyncratic components of expenditure and measurement error, this method also averages out some true mobilitymovements in the underlying level of material well-being. Nevertheless, the inequality of average expenditure over several periods is likely to be a better approximation of underlying inequality, than the one based on income in a single month. Transitory changes in economic well-being will imply relatively large changes as we move from one period to two period accounting, but the consequent addition of an accounting period would not contribute to large decreases in inequality measures On the other hand, if the changes in permanent well-being are taking place, the sharp decline in measured inequality will continue to take place as we extend the accounting period.
In his 1978 and 1981 papers, Anthony Shorrocks investigated the degree to which measured income inequality is affected by the choice of accounting period, and spells out the procedure for assessing the correct procedure for establishing the empirical relationship between the inequality measures and accounting period. Shorrocks proposes using index R that measures the degree to 20 which incomes are equalized as the account period is extended. The index R takes values between zero (compete equalization) and one (no equalization over time).
The index R compares long-run inequality and a weighted average of the annual inequality values, with the weight proportional to the mean expenditure in each of the years. Shorrocks The values of index R based on these indices are given in Table 5 . The indices C 2, C 2 and C 2 are very close, and generate almost identical sequences {R m }, while the Gini coefficient gives quite different sequences. The difference between the sequences generated by C indices and the Gini coefficient emerge because the Gini coefficient gives little weight to transfers in either tail of the distribution, which makes it less sensitive to the accounting period (Shorrocks 1981) In addition to being interpreted as an index of the stability of the inequality value to changes in the accounting period, index R can be also interpreted as a measure of the degree to which individual incomes fluctuate over time -a measure of expenditure mobility or instability (Shorrocks 1981) . The idea is similar to the one described earlier where the proportion of permanent in total variation was used as a measure of expenditure instability. The degree of expenditure stability can be represented with rigidity curves, where the values of index R are plotted against the size of the accounting period. The reference curve is the horizontal line R=1 which represents a completely immobile structure. If the rigidity curves show a sharp initial fall, but then remain more or less horizontal, the structure suggests transitory variations in expenditure. Structures are considered more egalitarian if the initial fall is not as sharp, but decline in R continues as we extend the accounting periods. The rigidity profiles depicted in Figure 4 indicate that the initial drop was high, but leveled out as we add additional periods. This again suggests high levels of transitory variation in the expenditure, and potentially high levels of instability. 
Transition Matrices
Mobility is often defined as a change in household ranks within a distribution 11 . Using the RLMS panel we are able to construct mobility tables. Each cell in the mobility table represents the probability p ij of transferring to state j from the state i. Therefore, the sum of the rows and columns adds up to unity. The states that are commonly used are quintiles or deciles of the distribution of the well-being measures (wage, income, expenditure). In this paper, I use the quintiles of the expenditure distribution. The mobility tables (transition matrices) are given in Table 6 , using the fall of 1994 as a reference. There are two sets of tables: the first ones use the LEAHE, while the second one uses the predicted LEAHE. The predicted LEAHE is based on a simple linear model (see Table A3 in Appendix), conditioned on any household or demographic characteristics for each individual round.
It is remarkable that at the upper and lower ends, the chance of changing the rank is in fact lower than for the middle deciles. In the top and bottom decile, the chance of maintaining the rank is approximately twice the chance of maintaining the position in the middle deciles. The main diagonal of the transition matrices seems to be quite weak. There is some symmetry in the mobility table, especially for the middle deciles, where a chance of movement decreases with the distance between the deciles. In comparison, Gottschalk and Moffit (1995) report one-year quintile mobility rates for log annual earnings. Individuals in the bottom and top quintiles have a two-thirds chance of changing their rank (33 percent for the bottom and 31 percent for the top quintile). Among individuals in the third quintile, 44 percent do not change their rank and about 20 percent moves to the adjacent quintile. The remaining individuals either slide to the bottom quintile (8 percent), or climb to the top one (7 percent). While it is usually assumed in the literature that the dynamic process governing transitions follows a Markov chain, a look at Table   6 reveals that the transition matrices for Russia were not generated by Markov process. that none of the measures has the minimum requirements regarded as essential (period consistency and period invariance in particular).
After controlling for the household characteristics, the main diagonal of the transitional matrices becomes more prominent, meaning that less households change their decile position. Between 1994 and 1995, 72 percent of households remained in the first quintile, and 76 percent in the fifth quintile of the distribution. For the middle quintile, the chance of remaining in the same rank is below 40 percent, and the symmetry is still apparent. The fact that controlling for the household characteristics increases the share of households who change their rank position suggests that factors unaccounted for are the ones that cause the mobility. Table 7 presents the Cramer's V measure of association for both unconditioned (actual) and conditioned (predicted) transitional matrices. It shows that the association is higher for the predicted expenditure, with this relationship declining as the time period is extended. 
Summary and Conclusions
This paper tried to assess inequality in Russia during the process of economic transition, and to distinguish between the expenditure mobility and expenditure instability. There are two main findings: the expenditure distribution is stable in spite of the economic and political turmoil Russia was (and still is) going through. However, that does not imply expenditure stability. The mobility of households within the expenditure distribution is high. The results were somewhat affected by the high attrition rates, although it is hard to say whether the attrition causes the expenditure instability was under or overestimated. Individuals in Russia face much economic insecurity -the median absolute annual change in household expenditure is between 25 and 30 percent. However, more than half the fluctuations in household expenditure reflect measurement error or transitory shocks. The first part of the mobility inquiry suggested that in 1998 relative to 1994, on average, 'rich' were getting poorer, while the poor were getting richer. At the mean, 'rich' were losing 20 percentile points, while the 'poor' were gaining 20 percentile points. But, transition matrices showed that the results based on averages might be misleading. There seems to be a fragment of population that is trapped in the lowest quintile of the distribution. After controlling for the basic household characteristics, almost 70% of those in the first quintile in 1994 remained in it in 1995.
Some important aspects of mobility and expenditure dynamics were omitted in this paper, such as intergenerational mobility, and wage inequality and mobility. As Welch (1999) points out, inequality is destructive whenever the low-wage citizen views society as unfair, when he or she views individual efforts as not worthwhile, or when upward mobility is viewed as so unlikely that its pursuit is not worthwhile. It is hard to say whether the rise in inequality in Russia was destructive without looking closely into the returns to skill in the years that followed the advant of the transition. Changes in inequality in an economy that is experiencing turbulent times (a sharp decline in output and employment; high inflation, loss of markets due to the break of the Eastern Bloc, to mention but the few) should alone merit our interest. However, if one still needs an excuse to look into such inequality, a number of studies suggest that the changes in inequality may affect other aspects of an economy. An increase in inequality may lead to less political stability, and therefore to sub-optimal investment levels (Alesina & Perotti, 1996) ; higher violence levels (Fajnzylber et. al., 1998) ; the emergence of an underclass (Lokshin & Popkin, 1999) ; and under certain conditions, reduced economic growth through its impact on individual investment in human or physical capital (Aghion, et. al. 1999) .
Distinguishing between mobility and instability is not an easy task in a transitional economy, but it is nonetheless a very important one. While the high levels of mobility may indicate that even in Russia there is a chance for an American dream, the high instability is worrisome, and may affect the incentives of Russians to support the economic reforms, acquire human capital, and undergo entrepreneurial efforts. Even though Russians may accept the game of the Russian roulette that they are caught in, the concern is that they do not find the game amusing. 
Appendix Permanent-Transitory Model
Define it E as the log of real monthly equivalent expenditure of household i in year t. A variable can be decomposed on its permanent, individual specific part, and transitory part, using the standard permanenttransitory decomposition:
Where µ i is a permanent expenditure and does not vary over time, while υ it is transitory expenditure, which does vary over time. The variance of the equivalent expenditure is equal to the sum of the variances of the permanent and transitory part, since the two are not correlated: The bootstrapping method is used to calculate the standard error of the variance components. 
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